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to the information desired, what application is to be made of the 
result? In determining cost, he emphasizes particularly the need 
for keeping as accurate a record of materials used as of wages paid. 

Frederick A. Cleveland. 
New York City. 



Re-port on the Tobacco Industry. Part I. Position of the Tobacco 
Combination in the Industry. By the Commissioner, op 
Corporations. (Washington: Government Printing Office, 
1909.) 

The recent success of the government in the prosecution of the 
tobacco trust in the lower courts, as being a combination in re- 
straint of trade, adds to the interest which economists would 
otherwise have felt in the Report on the Tobacco Industry by the 
Bureau of Corporations. Part I of this report which has now 
appeared does not undertake to show, except in an incidental 
manner, the methods by which the American Tobacco Company 
and its numerous subsidiary corporations have attempted to sup- 
press competition. It is confined to a history of the tobacco com- 
bination, a description of its present organization and business, 
and a review of the development of its control of the tobacco 
industry. 

The showing made as to the degree of control exercised by the 
Combination over all branches of the tobacco manufacture, except 
that of cigars, is amazing. In 1906 it had 82.5 per cent of the 
total output of cigarettes in this country; 81.3 per cent of "little 
cigars;" 14.7 per cent of cigars; 81.8 per cent of plug and twist 
tobacco; 70.6 per cent of smoking tobacco; 80.9 per cent of fine 
cut, and 96 per cent of the snuff. Yet it can hardly be said that 
the Combination has produced a "restraint of trade" in the 
economic sense of that term. The figures given show that while 
in most branches of the manufacture the Combination has per- 
sistently, though not steadily, increased its total percentage of 
output, yet the firms which have remained out of its control have 
in almost all cases increased their output as well. 

This fact has necessitated the continual buying up of independ- 
ent concerns on the part of the Combination. The general plan 
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has been to buy up the biggest plants. In 1897, of the 54 plants 
in the United, States, each one of which produced annually one 
million or more pounds of chewing and smoking tobacco and snuff, 
8 were owned by the Combination and 46 were independent. In 
1906 there were 51 plants of similar productivity, but of these the 
Combination owned 34, while only 17 were independent concerns. 

The ideal of the Combination has been to secure the position 
of a complete monopoly in each branch of the manufacturing 
business. It can hardly be said to have attained to this position 
in any branch except that of the snuff manufacture, but it holds 
a dominant position in all branches except the cigar business, and 
there is no doubt but that monopoly is threatened in all except 
this branch. The Combination has succeeded best in those 
branches in which machinery is most largely used, and its difficulty 
in the cigar branch of the industry is due to the fact that since 
machinery is used in making only the cheapest grade of cigars, 
small independent concerns are constantly springing up, and these 
have few disadvantages in competing with the large establish- 
ments. Apparently, in the tobacco business at least, there exists 
an intimate relation between large scale production and consolida- 
tion with monopolistic tendencies. 

The necessity of buying up so many plants at high prices and of 
expanding its own business has required frequent changes in the 
trust's capitalization, always in the way of an increase, and several 
complete reorganizations of the Combination have taken place. 
The original American Tobacco Company was organized in 1890 
with a capitalization of $25,000,000. Even at that time it was 
enormously over capitalized. The present American Tobacco 
Company represents through its own and subsidiary corporations 
a total net capitalization (stocks and bonds) of $316,346,321. 

In the case of most of our trusts such an enormous increase in the 
nominal capital would have meant that the securities would soon 
have become practically worthless, but such has not been the case 
with the stocks of the American Tobacco Company or, except in 
a few instances, with those of its subsidiary concerns. At the same 
time each reorganization has brought enormous gains to the pro- 
moters and chief stockholders. This was especially true in 1901, 
at the time the Consolidated Tobacco Company absorbed the 
old American Tobacco Company and the Continental Tobacco 
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Company. The reorganization was effected in an apparently 
legal manner and with no attempt to conceal the fact that the 
principal officers and directors of the companies taken over 
were back of the reorganization plans. At the same time, Mr. 
Smith, the Commissioner of Corporations, feels that the conduct 
of these men is a proper subject for criticism, since they 
stood in a fiduciary relation to their stockholders and yet con- 
cealed from them the large profits which they knew were about 
to accrue, and which prompted them to bring about the reorgani- 
zation. 

How well concentrated is the control of the Combination is 
shown by the fact that of the total capitalization (bonds and 
stocks) of the American Tobacco Company, amounting to $235,- 
191,950 in 1906, voting power is limited to the common stock 
comprising only $40,242,000; and of this, 63 per cent is held by 
ten stockholders, six of whom are directors. As the American 
Tobacco Company itself holds a large part of the stock of the 
subsidiary companies, it will be seen that the control of the entire 
combination is in the hands of a very few men. 

Such are some of the more important facts gleaned from this 
official report, a document which will repay the careful study of 
all students who are interested in the question as to whether or 
not a so-called capitalistic combination, possessing no natural 
advantages, can develop monopolistic power. Doubtless both 
sides to this argument may find a certain confirmation for their 
views in the present volume. The financial success of this 
gigantic corporation is beyond dispute, and its degree of control 
over all branches of the manufacture except cigars has constantly 
increased. In spite of this, however, there has been shown in 
most branches of the business that "persistency of competition" 
which is so much relied upon by some economists to defeat the 
plans of a purely capitalistic combination which threatens mo- 
nopoly. 

Besides the story of the Combination, the Report has a good, 
brief chapter descriptive of the production and manufacture of 
tobacco, and of the tobacco trade in the United States. 

M. B. Hammond. 
Ohio State University. 



